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Abstract

We find that the stocks in which active mutual fund or hedge fund managers display
the most convietion towards ex-ante, their “Best idess,” outperform the market, a5 well as
the other stocks in those managers’ portfolios, by approximately 2.8 to 4.5 percent per year,
depending on the benchmark employed. The vast majority of the other stocks managers hold

do not exhibit signifi Thus, ization of the money management

industry appears to make it optimal for managers to introduce stocks into their portfolio
that are not outperformers. We argue that investors would beneflt if managers held more

concentrated portfolios.

JEL Codes: G11, G23
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Concentrated strategies: Do they outperform?

Challenges for risk management and portfolio construction

An alternative approach: Systematic extensions
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Median number of stocks held within each holdings decile

291

~43% of strategy names contain terms
that evidence deliberate concentration.
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Annualized benchmark-relative returns averaged first by date and then over time

1%
0%
Inconsistent with concentration premise
but 1) lacks controls for style/risk and
2) is dependent on manager’s choice
of benchmark.
-10 Dynamically Defined
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Estimated style-adjusted returns differential: concentrated minus broader “discretionary” strategies

Estimated Annualized 1.5% -
Returns Differential
(36-month moving average)
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Challenges for risk management
and portfolio construction




Estimated size factor exposures versus number of holdings (estimated from first 60M of 2013-2022 sample)
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Estimated size factor exposures versus number of holdings (estimated from first 60M of 2013-2022 sample)
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An alternative approach
Systematic extensions
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Weight distribution across MSCI All Country World Index constituents as of June 30, 2023
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For benchmark-aware long-only investors,
ubiquitous broad cap-weighted indexes
provide little opportunity to express negative

stock selection views.
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Average market capitalization by Acadian stock forecast decile (global universe, $100MM mkt cap floor, 10-year average)
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In practice, not clear that concentrated strategies deliver on e
“best ideas” premise Eg

Narrow investment universes and non-systematic portfolio
construction create significant challenges for asset owners

Systematic extension strategies: A more prudent way to '*‘“
o amplify active exposure |
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General Legal Disclaimer

These materials provided herein may contain material, non-public information within the meaning of the United States Federal Securities Laws with respect to Acadian Asset Management LLC, BrightSphere Investment Group Inc. and/or their respective
subsidiaries and affiliated entities. The recipient of these materials agrees that it will not use any confidential information that may be contained herein to execute or recommend transactions in securities. The recipient further acknowledges that it is aware that
United States Federal and State securities laws prohibit any person or entity who has material, non-public information about a publicly-traded company from purchasing or selling securities of such company, or from communicating such information to any other
person or entity under circumstances in which it is reasonably foreseeable that such person or entity is likely to sell or purchase such securities.

Acadian provides this material as a general overview of the firm, our processes and our investment capabilities. It has been provided for informational purposes only. It does not constitute or form part of any offer to issue or sell, or any solicitation of any offer to
subscribe or to purchase, shares, units or other interests in investments that may be referred to herein and must not be construed as investment or financial product advice. Acadian has not considered any reader’s financial situation, objective or needs in

providing the relevant information.
The value of investments may fall as well as rise and you may not get back your original investment. Past performance is not necessarily a guide to future performance or returns. Acadian has taken all reasonable care to ensure that the information contained in

this material is accurate at the time of its distribution, no representation or warranty, express or implied, is made as to the accuracy, reliability or completeness of such information.

This material contains privileged and confidential information and is intended only for the recipient/s. Any distribution, reproduction or other use of this presentation by recipients is strictly prohibited. If you are not the intended recipient and this presentation has
been sent or passed on to you in error, please contact us immediately. Confidentiality and privilege are not lost by this presentation having been sent or passed on to you in error.

Acadian’s quantitative investment process is supported by extensive proprietary computer code. Acadian’s researchers, software developers, and IT teams follow a structured design, development, testing, change control, and review processes during the
development of its systems and the implementation within our investment process. These controls and their effectiveness are subject to regular internal reviews, at least annual independent review by our SOC1 auditor. However, despite these extensive
controls it is possible that errors may occur in coding and within the investment process, as is the case with any complex software or data-driven model, and no guarantee or warranty can be provided that any quantitative investment model is completely free of
errors. Any such errors could have a negative impact on investment results. We have in place control systems and processes which are intended to identify in a timely manner any such errors which would have a material impact on the investment process.

Acadian Asset Management LLC has wholly owned affiliates located in London, Singapore, and Sydney. Pursuant to the terms of service level agreements with each affiliate, employees of Acadian Asset Management LLC may provide certain services on behalf
of each affiliate and employees of each affiliate may provide certain administrative services, including marketing and client service, on behalf of Acadian Asset Management LLC.

Acadian Asset Management LLC is registered as an investment adviser with the U.S. Securities and Exchange Commission. Registration of an investment adviser does not imply any level of skill or training.
Acadian Asset Management (Singapore) Pte Ltd, (Registration Number: 199902125D) is licensed by the Monetary Authority of Singapore.

Acadian Asset Management (Australia) Limited (ABN 41 114 200 127) is the holder of Australian financial services license number 291872 ("AFSL"). It is also registered as an investment adviser with the U.S. Securities and Exchange Commission. Under the
terms of its AFSL, Acadian Asset Management (Australia) Limited is limited to providing the financial services under its license to wholesale clients only. This marketing material is not to be provided to retail clients.

Acadian Asset Management (UK) Limited is authorized and regulated by the Financial Conduct Authority (‘the FCA') and is a limited liability company incorporated in England and Wales with company number 05644066. Acadian Asset Management (UK)
Limited will only make this material available to Professional Clients and Eligible Counterparties as defined by the FCA under the Markets in Financial Instruments Directive.

\\\\ GLOBAL AFFILIATES

ACADIAN Boston London Singapore Sydney ACADIAN-ASSET.COM
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